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GRAPHIC BY PICK-S, N. Y. comm 


Progress of New Financing 


, ‘HE accumulating signs of crum 
bling Nazi 


speedy eflort 
| 


power forecast morc 


in the late summer and 


| 


autumn toward a partial change-over 


from war to peace production. The 
transition is expected to be accompanied 
by an enlarged employment of venture 
capital, 


Arc 


that 


indications already to be secn 


corporations are clearing — their 
decks for new financing through stock 
issues, and is progress being made in 
attracting capital? 
The chart discloses, at the least, that 
the sluggish situation of new financing, 
which was pronounced in 1942 and 
1943, has been altered this year, espe 
department. 


\pril’s output of new securities, accord 


] 


ing to the recoras ol the 


cially in the industrial 


Securities and 


Exchange Commission, was $155,052, 


much larger than the 


00, a hgure not 


monthly average of January to April, 


inclusive: so the 4 months revealed a 
fairly even front straight through. The 
period’s increase of corporat financing 
was about 65 per cent over the same 
1Q4 | 72 per cent over th 
il St } ‘ ; a 

Moreovet i¢ SEC report on Apri 


financing 


showed a total of St11,g11,000 
sales of common and_ preferred stock 
for cash, against the average $57.745. 100 
lor the January-April period. Strictly 
speaking, many preferred stock issues 
are not to be considered as out-and-out 
venture capital media, vet so many of 
them carry convertible features, permit 
ting exchanges into common. shaves, 
that “venture” variously applies to new 


offerings. 
Further Progress 


From sources other than those of the 
SEC, 1 


is found that April, May and 


June of this year brought an aggregate 
of $75,800,000 issues of new preferred 
and common stock, compared with no 
more than $15,600,000 in) the corre- 


quarter. Hence, the new 


continued on a 


sponding 1943 


output has compara- 


tively high scale through the months 


for which tabulations have thus far been 


made. Julv also brought forward ex- 


tensive new offerings, and the presence 


of an active demand for equities was 


1 


outlined late in that month by the quick 


subscription of some $22,000,000 of oil 


common. stock resold from 


the lic Ss. 


Rockefeller por 





Industrial securities have had the call 
among new issues of bonds and stocks 
in recent’ months, carrying on the 
thought that industry is gradually pri 
paring for necessary capital expansion 
in the peace. Approximately $50,000,090 
of the gross proceeds of $122,249.0 
new issues in April was industrial “new 
money,” as differentiated from funds 
for the retirement of older issues. B 


sides, the January-April average of in 





dustrial financing—$73,074,000—was far 
lirger than the monthly average (full 
vears) since 1940 when refunding op 
erations engaged corporate attention 


extensively. 
Rail Financing 


No railroad new financing occurred 
in April and the January-April average 
of such offerings, referring to SEC tab 
ulations, was no greater than $11,540. 


ooo. The highest monthly average of 


the 5 years ended with 1943 was only 
$30,526,000, revealing inferentially how 
hundreds of millions of railroad bonds 
retired in the period were taken up by 
the proceeds of heavy war freight and 
passenger receipts, Something new for 
these times is expected to be introduced 
in the railroad finance picture a little 
later through the projected sale of 
around $100,000,000 Great Northern 
bonds for refunding purposes. 

As industrial financing increased last 
spring, public utility new issues tapered 
off. April saw only $28,341,000, com 
pared with a monthly average (January 


The 


monthly average of 1943 was $37,243,000 


to April, inclusive) of $65,937,000. 


and in 1942 it was $39,308,000, Emphasis 
on industrial financing, overshadowing 
both railroad and public utility offer- 
ings, was carried through July. 

To students of money, credit and in 
vestment, the rise of financing in the 
industrial department brings elements 
of particular interest. Long before the 
war period began, the retirement of 


(continued on page 12) 
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Three Ingredients of Reasoned Investment 


INDUSTRIAL 
FACTS 


By Jesse Hipple, New York 


HE average investor has at his dis- 

posal the history of every likely 
security for his purposes. It can be 
found in the libraries of the various 
stock exchanges, be obtained from even 
the smallest country bank through its 
city correspondents and last, but not by 
any means least, through the numerous 
ofces of members of the New York 
Stock Exchange and other large ex- 
changes. Most of the figures so avail- 
able, however, need interpretation from 
the viewpoint of industrial background 
and credit standing, as revealed by the 
reports, By interpreting these reports, 
the careful analyst finds a definite course 
of action which he may follow to the 
end of his quest. 

Rarely will an attractive investment 
situation be found in an industry that is 
unprosperous as a whole or which is in 
a down trend. Conversely, not every 
company operating in a favored indus- 


try is worthy of investment considera- 


(continued on page 8) 
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Review of Some Basic 
Elements Inherent 
In Investment 

The accompanying articles, pre- 
pared by men of long experience 
in securities market services to 
clients, afford a review of funda- 
mentals for seasoned investors 
and provide a logical manual of 
rules for others less familiar with 
forces at work in the market. 
Messrs. Juda and Hipple were 
asked by THe Excuance to dis- 
cuss the subject material of the 
headlines with the purpose of an- 
ticipating any investor perplexities 
which an early victory of United 
Nations’ arms in Europe might 
bring forward. The reader will 
find that both authors consider 
reasoned pursuit of capital gains 
as an element of investment ...a 
realistic conception of the man- 
agement of private funds in these 


times. 








PUBLIC STATE 
OF MIND 


By Felix Juda, Los Angeles 


HE art of successful investing or 
trading for capital gains is a difficult 
one. This is true of all business, but it 
applies particularly to securities. Unfor- 
tunately, many individuals lack a thor- 
ough knowledge of the basic factors 
which govern stock prices. Final re- 
sults, moreover, are determined to a 
marked degree by the human element. 
Clearly defined courses of action are 
never possible. 
Three sets of influences establish mar- 


ket quotations. They are: 


1. Fundamental conditions, 
2. Technical developments, and 


3. Psychological considerations. 


Fundamentals—the state of business, 
past, present and prospective; earnings. 
dividends, financial positions, manage- 
ment, money rates, and so on—invari- 
ably will prevail in the long run. Cer- 
tainly these comprise a not neglected 
field of study. Its importance cannot be 


underestimated. But its significance in 











relation to the other influences must al- 
ways be appreciated. 

At times technical development will 
dominate the market. This is true, re- 
gardless of the fundamental state of 
affairs. Likewise, there are periods when 
psychological considerations will be all- 
powerful, Pronounced changes of values 
frequently materialize when all three 
forces are in harmony. When there is 
a conflict, it becomes necessary tO ap- 
praise the relative importance of each. 
Short-term “swings” or trading ranges 
frequently occur under such circum- 


stances. 
At Bedroot 


There are two sources of technical 
data, charts and the price record on the 
ticker tape. 

It is not the intent of this article to 
discuss these. But neither should be dis- 
missed without some recognition of its 
significance. 

No mechanical system has been in- 
vented to “beat the market.” None will 
be. Used as a cure-all, charts will too 
defeat their 


frequently purposes, al- 


though employed intelligently as a 
source of market information, graphs 
are of real value. Not only do they 
afford an important perspective of what 
is transpiring, but they also tend to dis- 
close much information not to be found 
in statistical manuals or annual state- 
ments. 

The tape affords an opportunity of 
interpreting supply and demand. Charts 
cannot fully reflect this, Nor can this 
data properly be obtained by observing 
either volume figures or closing prices. 
For a real grasp of technical conditions 
it becomes necessary not only to view 
daily transactions, but likewise to record 
graphically some individual perform- 
ances. Information published monthly 
on the short position is illuminating. 

Pursuing the above approach requires 
considerable time and effort. Most peo- 


ple cannot be bothered. Yet technical 


considerations contribute immeasurably 
to proper timing of transactions. Prop- 
er timing is the Utopian desire of all 
investors and speculators, Charts and 
the tape do not provide the answer. 
But they are a great help. 

Whereas there are positive sources of 
fundamental and technical information, 
there are no definite measures of psy- 
chological considerations. Yet the public 
frame of mind frequently overshadows 
everything else! A failure to recognize 
this can prove to be costly. 

Broadly speaking, and for the pur- 
pose of this discussion, psychological 
characteristics marketwise may be seg- 
regated into: 

1. Those that apply to the list as a 
whole, 

2. Specific situations, and 

3. Individuals’ investing and trading 
practices. 

Obviously, all three are inter-related. 
For example, in the ten months prior to 
D-Day, market fluctuations were con- 
fined to a narrow range. Daily activity 
seldom reached a million shares. Brok- 
erage offices were deserted. Then came 
the landings in France. Immediately, 
over night volume was running in ex- 
cess of 2,000,000 shares; stocks were ad- 
vancing at a rapid pace; the industrial 
stock average moved forward 6 points 


in 7 sessions of the stock market. 
Something Besides Facts 


Certainly, within a matter of hours 
there was no change in general business 
conditions. If anything, the outlook be- 
came more confused, uncertainties at- 
tending the post-war period were 
brought closer to home. But our suc- 
cessful assault upon the Continent 
transformed the public’s attitude. Op- 
timism mounted. There was a sudden 
tendency to take a rosy view of earn- 
ings’ prospects, of accumulated corpo- 
rate and individual savings, of hopes 
for lower post-war tax rates. The re- 


sults spoke for themselves. 


Seven weeks later, after the market 
had been advancing persistently, a cor- 
rection set in. Most comments attributed 
the decline to the likelihood of peace. 
This was exactly the same reason as had 
been mentioned previously for the rise. 

A year before, at the time of Musso- 
lini’s fall, the market was approximately 
at the same level as on D-Day. Yet on 
that occasion the good news brought a 
10-point drop in 8 sessions! The reasons 
therefor were obvious. The list had 
been advancing for sixteen months; 
fundamental possibilities on the upside 
temporarily had become exhausted; the 
technical position was weak. The psy- 
chological reaction was to view 
Il Duce’s ousting as news out of the 
way, to touch off an inevitable correc- 
tion. 


Market Conditions 


Several of the characteristics of se- 
curities may be gleaned from the fore- 
going. There is, in the first place, no 
mechanical measure of public responses 
—psychological reactions will be influ- 
enced by conditions within the mar- 
ket itself. Secondly, shares very often 
act contrary to general expectations. 
Thirdly, there is no more fallacious a 
practice than of looking to past per- 
formances as a guide to future actions. 
Finally, the market seldom, if ever, dis- 
counts the same development twice. In 
the 1943-44 rise of 11 months, the stock 
list unquestionably had been weighing 
the uncertainties incidental to invasion. 
When the European front became an 
accomplished fact, this was water over 
the dam. 

Marketwise, most psychological reac- 
tions are just the opposite of one’s 
normal impulse. Speaking generally. 
stocks are buys on bad news, sales on 
good news; when the list looks the 
strongest it probably is in the most 
dangerous position; when it looks the 
weakest, shares are likely the most 


(continued on page 9) 
























By W. WENDELL REUSS 


TUDENTS of 


forewarned 


railroad finance, 


sometime ago, were 
fully prepared for the widening mar- 
gin of earnings decline which occurred 
in the early months of 1944. Thus, no 
great surprise was evinced when Janu- 
ary, 1944, Class 1 roads’ net income de- 
creased 28.0 per cent from the like 
month of 1943; when February’s net in- 
come registered 25.6 per cent less than 
the corresponding 1943 month, and 
when a peak rate of decline of 38.0 per 
cent resulted from a contrast of the 
March, 1944-1943, showings. 

Inquirers had visualized fully, what 
would be the threefold effects of the 
rate decrease (effective May 15, 1943), 
the wage increase (accrued heavily dur- 
ing the closing 1943 months) and the 
increased tax accruals resulting from 
exhaustion of unused excess profits tax 
credits. 

Just as confidently, these same observ- 


ers had anticipated a reversal of that 


Interpretation of 
Narrowing Trend of Rail 


Karnings Decline 





PHOTOS FROM GENDREAIL 


trend, commencing with April, 1944, 
when the decrease in net income les- 
sened to 33.6 per cent beneath the like 
1943 month, with a further contraction 
in the rate of decline to 31.2 per cent for 
the comparable months of May, 1944 
and 1943, and a substantially smaller 
decline of 15.0 per cent between June, 
1944 and 1943. 

The main factors accountable for this 
widening and then narrowing trend of 
earnings are detailed in the following 
tables, several on the next page. 

TABLE I 
Estimated Ton-Mile Rate 
1944-1943 


January ......$0.00906 $0.00932 
February ..... 0.00929 0.00943 
ae 0.00952 0.00955 
April Rivas 0.00933 0.00965 
May en re 0.06 1937 0.00Q2 3 


Table I shows how sharply the May 


15, 1943, freight rate reduction affected 


» 






the amount received per-ton-per-mile 
(known as the ton-mile rate); thus, 
the cause for the wide differential be- 
tween May, 1943, and the immediately 
preceding month of April, 1943, level, 
as well as the lower levels obtaining in 
the 1944-1943 comparisons from Janu- 
ary through April. However, the May, 
1944, comparison became slightly higher 
than the May, 1943, level, thereby pro- 
viding one of the causes for the ex- 
pected better level of earnings contrasts, 

Table I not only accounts for a large 
portion of the early 1944-1943 monthly 
decrease in earnings (caused by the sub- 
stantially higher hourly wage rate, in 
turn due to the wage increase granted 
late last year); it also discloses a late 
correction of a costly trend to overtime 


payments, in relation to ton-miles. 
Overtime Payments 


It is not improbable that a further 
easing in the rate of overtime payments 
will be experienced during succeeding 
months—subject to temporary inter- 
ruptions—and that this trend will be 
especially noticeable during the closing 
1944 months, when a truer comparison 
with like 1943 months will be possible! 

Thus, another contributing factor in 
both the recent and expected-to-continue 
trend toward a narrowing of the earn- 
ings decline. 

During 1943 the greater number of 
roads comprising the railroad industry 


arrived at the point finally where they 


TABLE Ul 


Average Hourly Wage 


Ton Miles 


Overtime 





N\- 


The figures afford additional bacl 


ground for the writer’s belief that the 


Rate Payments (in billions) “worst” of the 1944 year’s earning de- i 
1y44 1943 1943 1943 cline-comparisons has been witnessed. tit 
c c October $ 26,660,000 05.225 Collapse of the Nazis, cessation of 11} 
January 94.9 86.4 a 36,742,000 59.860 War activities in the European theatr« Oo 
February a8.0 87.9 December .. 37,918,000 60.614 and some cut-backs in armament needs t: 
vs 95.6 85.5 —- eae —more than those already experienced ci 
April 96.23 85.7 —_— $12784,000 60.48 —unquestionably will result in lower 
es NA. 86.2 Febcwars poeee ean freight revenue levels. However, it is el 
June N.A. 85.2 a pifun tei believed that offsetting savings in op- en 
N.A—Not Available. P—Prelimina Agee ..c..5 379477000 60.289 —e ai se wil coe ie — 4 
a “eee NLA. Ggnon(P) “Pre net earnings before taxes; from lo 
Nie cca NA. Sankt that point on, tax deductions should " 
had exhausted the carry-over provisions bear the brunt of such further earnings A 
of their excess profits tax credits, be- (F.)—Estumated. decline, so that the final net earnings tc 
cause of which they then commenced showing may not be far removed from ta 
accruing that tax at the full rate; hence, seasonal changes, and arrives at a 1944 current levels. h 
the 1944 accrual rate should be uni- full-year “possible” net income for One added admonition: the reader 1 
formly the same. as concerns the indus- Class 1 roads of $681,000,000 vs. $874,- must not forget that many roads have 
try as a whole—indicating that the 000,000 for 1943. paid, and are still paying in the current h 
“worst” as regards total tax rate deduc This possible full-year 1944 decline year, large excess profits taxes; there- r 
tions mav now have been witnessed. in net income of $193,000,000 (or 22 per fore, when and if earnings during the p 
For the first six months of 1944, net cent), contrasted with the first six years 1945 and 1946 decline to a point “ 
income of Class 1 roads was estimated months’ decline of $131,766,000, indi- below the excess profits tax exemption vi 
at $319,000,000, or 29.2 per cent below cates a possible final six months’ decline base, the carryback provisions of the n 
the $450,766.00 reported for the cor- of $61,234,000—a materially slower rate Revenue Act of 1943 will entitle many I 


of decline for such period! 


(continued on page 15) 


responding 1943 period. The LCC. 


Bureau of Transport Economics and 


Income before All Taxes, All Taxesand 
1936-1943 and proectec 


Statistics in its July 6, 1944, “Monthly 
Comment on Transportation Statistics” 
raises the showing for the first five 


months of 1944 to a calendar year basis 














on the assumption that the present 1936 
levels of income and outgo will con- Company Income Net I 
‘ - hefore All Taxes af 
tinue to the end of the year, except for icin = 
cenit ici ROR TMG. o's crsicnaie ce aes naraiad em $ 23.517.723 $ 6.290.878 $ 17. 
American Telephone & Telegraph Co.......... 301.083.901 116.339.437 184. 
TABLE Ill ae, NINN Cab, 555500, 5-56. oes Sedo's WE EA's 138,610,863 118.427.042 (' 20. 
ce Corn Products Refining Co. ................. 14.102.463 2.611.816 ll. 
Approx. Federal Income Tax Rate of Deduction Douglas Aircraft Co. Inc. ...........0..00000- 1.357.722 381.380 ; 
1944 IQ43 NU ANI ANG, (6b. os scaoz-saere ee > ein a wid ow mat 27.613.459 8.707.088 18. 
Electric Auto-Lite Co. (The) ..............4% 5.631.334 1.093.051 1. 
lanuary 67.8 re COREE DEONONS BORG, oii e Sav ere arcinsonaiwmees. 327,706,686 89,001,493 238. 
unis. i: aed Goodrich (B. F.) Co. (The) .........00.00055 16,555,645 9,236,138 7. 
February .... 65.7 60.5 International Business Machines Corp. ........ 9,606,505 2,053,549 q 
oa en ee ere eee 14,968,127 4,384,590 10 
March ...... 68.1 578 ; é : eee ; E , 
New York Central Railroad Co. .............. 39,745,212 30,812,037 8. 
April ..... 67.8 58.3 United States Steel Corp. ..............0006.-- 103,864,549 53,281,193 50. 
\ a -2 Westinghouse Electric & Mfg. Co. ............ 23.473.831 8.374.540 15. 
May ...... 5-7 (LE) _ Woolworth (F. W.) Co. .........cccc ccc cees 45,170,795 12.545.807 39. 
June ........  NwA, 63.5 STS ee $1.093,028.815 $463.540,039 $699. 
‘ <a 
| Fstimated: NA Not) Availab (1) Includes following payments for Revenue Stamps: 1936—8112,101.556; 19143—8279.337.832 ...  “X"-yeaEct, $220. 





ECAUSE the indeterminate scope 
of Federal taxes in early post-war 
years is the subject of wide-spread es- 


timates, conjectures, crystal-gazing, and 


Wwestor apprehension, an opportunity 


rs itself for cautious projections of 


. possibilities and their effects upon 


corporate earnings. 
Whether an “analyst of the unseen” 


lects to be conservative or liberal, he 


must consider 2 ponderables at the 


start: taxes will carry either higher or 
lower rates in what might be called an 
“X"-Year (say, the third year after the 
Axis has been defeated); by the same 
token, corporate net earnings after 
taxes have been paid will be lower or 
higher than they were in 1943. How 
much lower or higher? 

It is possible to find forecasters who 
held that in the third year after vital 
war production becomes no longer 
pressing, the demand for peace goods 
will approximate, or exceed, the dollar 
volume of war-and-peace products as 
manufactured in 1943 and thus far into 
1944. These include the proponents of 


a national income of $150,000,000,000 










“X” YEAR... \\ 


% 
if 


IF BUSINESS RECEDES 
BUT TAXES FALL LARGELY... ? 


By William W. Craig 


to $200,000,000,000 as a primary must 
for the post-war, despite the fact that 
the American industrial machine, work- 
ing at its highest capacity prior to 1942, 
never attained a plateau within signal- 
ing distance of either of these tremen- 


dous totals. 
Moderate Forecasts 


analysts 


More \ 


“X"-year national income somewhere 


realistic foresee an 


between $100,000,000,000 and $120,- 


000,000,000, and on the basis of an ex- 
pected total about midway between the 
two estimates, they are able to conceive 
of a marked relaxation of war-time cor- 
porate taxes, still providing for Govern- 
ment debt service and the post-war 
maintenance of ordinary services. 

In an article in the June issue, Tne 
Excuance published a projection which 
visualized the nation’s aggregate in- 


come in early post-war years of around 


$113,100,000,000, The Department of 


axesand Net Income After Taxes for 15 Selected Companies 


proected “X” Year After World War II Ends 


36 1943 “X"Year 
Net Income Income Net Income Income Net Income 
ixes after before All Taxes after before All Taxes after 
Taxes Taxes Taxes Taxes Taxes 

90.878 $ 17.226.845 $ 24,705,127 $ 13.319.368 $ 11.385.759 $ 22.234.614 $ 10.122.720 $ 12.111.894 
39,437 184,744,464. 550.704.926 372.935.917 177.769.009 195.634.433 283.431.297 212.203.136 
27.042" 20.183.821 338,452,763 315.918.562() 22.534.201 304,607.487 240.098.107") 64.509.380 
11,816 11.490.647 20,811,137 12,110,450 8.700.687 18.730.023 9.203.942 9.526.081 
31,380 976.342 62,840,897 49.938.640 12.902.257 56.556.807 37.953.366 18.603.441 
7.088 18.906.371 86,306.412 60.036.009 26.270.403 77.675.771 15.627.367 32.048,404 
93.051 4,558,283 24,471,317 19.617.476 4.853.841 22,024,185 14.909.282 7.114.903 
1,493 238.705.193 476,227,327 326,447.239 149.780.088 128.604.594 248.099.902 180.504.692 
36,138 7.319.507 92,577,748 76.992.011 15.585.737 83.319.973 58.513.928 24.806.045 
93,549 7.552.956 40,978,245 31.773.360 9.204.885 36.880.421 24.147.754 12.732.667 
84,590 10.583.537 41,561,859 28.139.006 13.422.853 37.405.673 21.385.645 16.020.028 
12,037 8.933.175 185.416,776 122.682.726 62.734.050 166.875.098 93,.238.872 73.636.226 
31,193 50.583,356 219,027,502 155.578.956 63.448.546 197,124,752 118.240.007 78.884.745 
74,540 15.099,291 121.083.282 99,123.785 21.959.497 108,974,954 75,334,077 33.640.877 
15.807 32.624.988 53.048.941 31,096.976 21.951.965 47,744,047 23.633.702 24.110.345 
10.039 $629.488.776 $2.338.214.259 $1.715.710.481 $622.503.778 $2.104.392.832 $1.303.939.968 $800.452.864 

















“X"-ye@Est. $220.000.000. 


Ji 








Commerce estimated the 1943 income 
ATS $147,900,000,000. The projected de 


cline from the 


1943 estimate to THE 


ExcHANGE article’s estimate for “X”- 


vear was, therefore, approximately 24 


per cent. Applying the same extent of 


decline to individual and 


corporate 
taxes, it was argued that Federal reve- 
nue would exceed $23,000,000,000 and 
be sufhcient for the Government’s 
needs, with $ 2,000,000,000 over, to be 
applied, if realized, to accelerated debt 
retirement. 

The same percentage of decline—24 
per cent 1S applied here to selected cor- 
porations, the intent being to see how 
income 
“X”-year. 


That is, the taxes and net after taxes of 


their estimated taxes and _ net 


after taxes would shape up in 


1943 of the 15 corporations (tabled be- 
low) are reduced 24 per cent and the 


“X”-year. 


result labeled an estimate for 
By Way of Contrast 


In order to give a practical point to 
“X”-year 


were contrasted with the reports of the 


the calculation, the results of 


same companies for 1936... by no 
means a record year for many of them 
but, still, a year of moderately good 
business along the road of recovery 
from a prostrating business depression. 
The calculations and contrasts are, of 
course, the product of estimates on the 
conservative side and nothing more. 

A projected decline of 24 per cent in 
war-time taxes 


would by no means 


satisfy some commentators who envi- 
sion a cut of 50 per cent in the corpor- 
ate “gross” tax: on the other hand, it 
would not be difficult to estimate that, 
when the full financial burden caused 
by the war is measured, it may be sev- 
eral years before taxes can be reduced 
as much as 24 per cent. The figure em- 
ployed here is obviously in middle- 
ground; it ties into the projection pub- 
lished in June, and is made specific in- 
stead of general by being applied to in- 


dividual companies. 





Into The Unseen 


Assumptions and __ estimates, 
based upon current industrial de- 
velopments and contrasted with 
afford 


for study, as faulty as such bases 


pre-war results, 


material 
are bound to be. In this projection 
of post-war corporate taxes and 
earnings a reduction of 24 per 
cent in taxes and of 10 per cent in 


income before taxes is considered 
tor “X°”-year, 











When estimates of corporate earnings 
are attempted for “X”-year, certain as- 
sumptions thrust themselves forward. 
Allowance needs first to be made for 
the broad and insistent impression 
among both business men and econo- 
mists that the first year after industrial 
reconversion to peace-time production 
shall be completed will see a great out- 
put of various goods. A part of this 
growth is expected to develop during 
the reconversion period . . . reckoned 
as 3 months to 9 months, governed by 
the character of products to be manu- 
factured and to bulge into the 
stratosphere of factory operations dur- 
ing the second full year after all hos- 
tilities shall have ended. 

In this projection it is calculated that 
the third year after reconversion from 
war production gathers real headway 
may be nominated as “X”-year, setting 
the pattern for a long or short business 
period marked by reasonably normal 
domestic and 


foreign business and 


trade. 
Costs of Business 


What may be looked for in the way 
of corporate income before taxes in this 
“X"-year? Several assumptions need to 
be weighed before approaching a reply. 
The first and weightiest is that wages 
are expected to remain relatively high, 


possibly 30 to 4o per cent higher than 


the broad average of 1940. The costs of 
many raw materials are likely to be 
higher than they are under war-time 
controls; and, offsetting such advances 
of materials’ costs, should logically bx 
somewhat higher prices for finished 
goods than in this war year of price 
ceilings, 

After providing for these probabili 
ties, the definitely unknown has to be 
allowed for the state of competi 
tion in “X”-year. Logically, after 2 
years employed to fill the orders for 
goods which have been scarce for the 
war period, sharp competition in par 
ticular lines could be expected in the 
third year, especially as large plant ca- 
pacity will be available after the war. 
Many corporations may find it neces- 
sary to add to working capital through 
short-term loans, as well as offerings of 
stock, bringing interest charges into ac- 
count, to be considered prior to esti- 
mating corporate net income before 
taxes. 


With all 


ground and, assuming that the third 


these items in the fore- 


year after hostilities cease will find 
American factories operating at a high 
level of capacity (2 years seem likely to 
see only the filling of that part of the 
world consumer vacuum which is rep- 
resented by a backed-up necessitous de- 
mand for goods), a decline of 10 per 
cent from the 1943 level of corporate 
income before taxes could find a basis 
of logic in an attempted pre-view of 
“X”-year results. 

Reducing taxes, then, by 24 per cent 
and net income before taxes by 10 per 
cent, estimates of corporate net incomes 
after taxes could be projected, as the 


table of 15 companies seeks to do. 
Three Years’ Result 


The composite results would, per- 
haps, offer less room for challenge than 
certain of the individual calculations 
among the companies. A net income 


(continued on page 15) 














Half-Year Net Income of 393 Companies on 
Stock Exchange Shades Off 


HE complications of war-time 

bookkeeping act to retard the out- 
put of corporate reports on operations 
for the first half of this year, and, in 
consequence, this accounting of com- 
panies with common stock listed on the 
New York Stock Exchange is limited 
to a relatively small group. The 393 
corporations of the table portray, never- 
theless, the broad tendency of net in- 
come. The net of $1,077,790,000 shows 
the moderate decrease of 3/1oths of 1 
per cent from the record of the same 
1943 period, 

Some sharp recessions by individual 
groups were offset by substantial gains 
among others, otherwise the showing 
would have been less pronounced in a 
year of high taxes. A drop of 31.5 per 
cent by approximately half of the listed 
railroad companies had been indicated 
in advance on the basis of monthly In- 
terstate Commerce Commission reports, 
reflecting taxes, higher operating costs 
and the lack of a freight rate increase 


which had been expected to apply. 
Oil Earnings 


In contrast, heavy production of crude 
petroleum and a stepped up conversion 
of it into fuel and lubricants for army 
and navy, also for Lend-Lease transac- 
tions, carried oil company earnings 
through the tax ceiling with consider- 
able momentum. The gain over 1943 of 
34.2 per cent was the most substantial 
for a six-months interval during the 
war, All of the 24 reporting companies 
stood in the profit area and 18 of them 
did better than in the corresponding 
period last year. 

It will be noted that the table con- 
tains no statistics on aviation, amuse- 
ment, rubber, leather and garment- 
semi-annual 


making concerns, the 


statements in these groups being too 


scanty when the compilation was made 
to reflect actual results of a majority. 
These will be presented in the Septem- 
ber issue of THe Excuance, along with 
the results attained by many other 
listed companies. 

The automotive group again moved 
ahead, reporting a gain in net of 13.9 
per cent for 34 concerns, including the 
larger companies. Steel, iron and coke 
concerns lagged by 9.8 per cent and, 
despite recurrent statistics from some of 
the principal markets of stimulated re- 
tail merchandise sales, in daily news the 
16 companies reporting in this depart- 
ment showed a composite decline in net 
of 7 per cent. However, 15 stood in 
profit territory and 7 scored gains over 
the 1943 showing. 

Although a feature of the tabulation 


rests in the number of groups which 


NET INCOME OF 393 COMPANIES HAVING 
COMMON STOCK LISTED ON THE NEW YORK 
STOCK EXCHANGE FIRST SIX MONTHS OF 1944 


—By Industrial Groups— 


either receded or advanced only 

Number Number 

Industry Ree pate Net Pront 
Automobile . ... . 34 34 
a a 1] 
Business & Office Equip. 5 " 
Chemie. . . se st ST 37 
Electrical Equip. . . . 11 1] 
Financial a ee wh 17 
SO on cs so Sew Gee 31 
Machinery & Metals. . 44 14 
Mining eo ae 17 
Paper & Publishing . . 13 13 
Petroleum ..... 24 24 
Rauveas . . . ss «ss 34 31 
Retail Merchandising . 16 15 
Steel. Iron & Coke . . 30 28 
Textiles ee see 13 
All Public Utilities . . 21 20 
Other Companies . . . 35 35 
All Companies . 393 386 


slightly, more than 40 per cent of the 
companies, taken together, reported 
gains. It might appear to be a paradox 
that the business and office equipment 
category reported upon should gain 13 
per cent in net over 1943, restrictions 
upon raw materials being what they 
are. But some of these concerns are par- 
ticularly active in war production, turn- 
ing out precision machines of vast use 
to the military. Of the 37 chemical com- 
panies in the roster, 15 gained ground 
over the same 1943 interval and all of 
them showed a profit. 

The machinery and metal group of 
44 reporting concerns remained on a net 
income par with the preceding year, 
although no less than 22 had a higher 
net income. The companies omitted by 
groups were gathered into the field of 
“other companies,” which receded by 


14, of 1 per cent for the period. 


 oaatinan “4 “| os, 
(1944 vs. Estimated Group Net Income 
1943) Group Net Income (1944 vs. 1943) 
20 $ 113.848.000 113.9% 
8 9.244.000 + 8.0 
5 10.559.000 +13.0 
15 104.201.000 + §.2 
5 40,946.000 + 2.8 
9 13.117.000 — 5.0 
9 73.871.000 + 0.5 
22 32.469.000 — 
10 22.474.000 — 54 
8 8.253.000 + 4.9 
18 198.793.000 +34.2 
7 139.293.000 —31.5 
7 10.280.000 — 7.0 
5 82.723.000 — 9.8 
5 10.966.000 — 5.7 
1] 170.894.0000 — 0.2 
18 35.859.000 — 0.5 
182 $1.077.790.000 —0.3% 
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THREE PRIMARY INGREDIENTS 


Industrial 


fcontinucd jJrom page 1) 
tion. As a case in point, the traction 
industry which was the standby invest- 
ment medium for “widows and_ or- 
phans” in the early years of this century, 
no longer offers any prospects for 
growth or even maintenance of income. 
This despite the fact that the current 
war emergency has revived traction as a 
general means ol transportation in 
many localities and has led some inves- 
tors to envisage a return of the industry 


to investment importance. 
“Look Before Leaping!” 


On the other hand, the admittedly 
favored automobile industry, the re- 
puted bulwark of our economic system 


after World War 1, has_ left 


wrecks along its upward path= than 


more 


could be found alongside the Lincoln 
Highway the morning after a pre-war, 
mid-summer holiday. Yet, at the time 
when the automobile became popular, 
the psychological reaction of the public 
Was to invest in anything having to do 
with the automobile as a start toward 
financial affluence. 

Apart from the purely personal side 
of any investment problem is the ques- 
tion of industry. There are many fac 
tors which will qualify the selection of 
a favored industry and most of them 
are very tangible. Perhaps the first fac 
tor would be, what are the probable 
economic conditions ahead and will the 
industry under study prosper, hold its 


own, or fall behind? 


Facts .... 


If the analyst knows, or has reason to 
believe, that he is at the outset of a 
period of industrial decline, then he 
secks an industry producing products 
or services considered to be a necessity, 
or whose raw materials and general 


overhead costs are flexible enough to 





CUSHING 


permit maintenance of adequate profit 
margins in the face of declining selling 
prices for his products. Obviously, he 
would not consider heavy equipment 
makers, railroad equipment or even the 
building supply industry but would 
probably look to the food industry, cer 
tain types of public utilities, or similar 
situations to make his selection. 
Should he conclude that he was at 
the beginning of an upward movement 
in the broad economic cycle, then such 


industries as the rail equipments, the 


Market Techni 





steels, non-ferrous metals, machinery, 
electrical equipment and similar capital 
goods enterprises might be his choice. 
Later in the cycle would come the rail 
roads, automobiles, household equip 


ment, building supplies and _ retail 
trade. The final choice would be the 
“soft goods” industries and luxury items 
toward the end of the cycle, although 
most analysts would avoid the last 
named item at any period since success 
ful investment in luxury items involves 
a close watch on the 
time element in or- 
der to attain desired 
results. 

To evaluate the in- 
dustrial trend prop- 
erly requires at least 
a basic knowledge of 
economics together 
with an intelligent 
study of government 
reports, releases of 
trade ass¢ ciations, 
trade magazines plus, 
whenever feasible, 
personal trips into the 
held to make the nec- 
essary inspections of 
corporate property at 
first hand. 

With the favored 
industries selected, the next task facing 
an investment analyst is the segregation 
of those companies operating in the 
chosen field which would best suit the 


objectives of the individual for whom 


dane 


-~ 





TS OF REASONED INVESTMENT 





san nen 





they are sought. In arriving at the solu- 
tion of this phase of the problem, the 
analyst considers seven major factors; 
namely, growth prospects, manage- 
ment, balance sheet history, earnings, 
dividend record and book-value. 

If the first six factors meet the re- 
quired tests, then they are related to 
current market values as the final con- 


dition. If 


current. psychology might 
place a too high value on the chosen 
securities, purchase would be deferred 
or a bid entered at 
prices which would 
be more in keeping 
with the indicated 
tangible values. If, on 
the other hand, pub- 
lic psychology placed 
value 


a too small 


upon the — securities 
or if it had no ex- 
pressed opinion, then 
the issue would be 
either purchased or 
recommended to the 
investor. 
Growth factor’s 
importance lies in 
the fact that when a 
company ceases to 
grow it rarely lingers 
Fre- 


quently retrogression sets in. Then the 


on a_ plateau. 


market value of its securities—and the 
owners’ invested capital—begins to de- 
cline. It might be argued that stabiliza- 


(continued on page 14) 


Public State of Mind 


(continued from page 2) 
worthwhile buys; those stocks that have 
advanced the most in bull periods are 
not necessarily the best sales, while 
those that have rallied the least are not, 


per se, the most attractive buys. 


The Government took over most of 





the equipment of the air transportation 
companies in 1943. American Airlines 
sold around 25, United Air Lines, 8. 
Gold mining operations were restricted 
—Homestake dropped to 2114, passed 
its dividend. Today the airlines are just 
beginning to get back their planes, yet 
American Airlines is selling in the 70’s, 
United in the 30's. Homestake has 
neither resumed mining operations nor 
its dividend. The stock, nonetheless, is 
in the mid 4o’s as this is written. These 


performances defy statistical measures. 


It must be appreciated, moreover, 
that news does not necessarily make 
the market. Rather, the general ten- 
dency is to interpret events in keeping 
with the basic trend. It can be demon- 
strated that stocks have moved lower on 
increased earnings, advanced on de- 
creased results, When a bullish attitude 
persists there is an inclination to em- 
phasize the constructive aspects of the 
situation, to ignore other phases. An 
opposite condition prevails during bear 
markets. 
Search for Major Trends 

Because of this, logic says that effort 
must always be made to recognize a 
major trend—be bullish in bull markets, 
bearish in bear markets. It is the indi 
vidual who seeks to catch each and 
every technical correction who loses his 
position, becomes confused and ulti 
mately suffers losses. Sometimes the 
greatest capital gains are realized by ex 
ercising patience. Many an honest in- 
vestor will admit that his sitting fre 
quently has shown greater profits than 
his thinking! 

Patience must be exercised in await 
ing opportunities, Cash burns in most 
peoples’ pockets. Yet an ability to bide 
one’s time until favorable situations pre 
sent themselves is a prerequisite to 
market success. Experience shows that 
only a few trades a year are necessary to 
record satisfactory results. Diversifica 
tion can be overdone. Sometimes it is 
better to put all one’s eggs in a few 


baskets. and watch these baskets. 





In 


program the public’s tendency to go to 


any investment or speculative 
extremes is generally recognized; it is 
true in both bull and bear markets, In 
climactic 


periods, governed by wishful 


thinking or panicky fear, the greatest 


gains often are realized in the briefest 
time. It is in such times that it is most 
difficult to reconcile prices to funda- 
mentals. But quotations recorded by the 
tape are what count. A simple means of 
losing capital is to argue stubbornly 
with this bloodless verdict of the mar- 


ketplace. 
Avoid Herd Instinct 


The wisdom of acting as an individ- 
ual cannot be over-emphasized. There 
is no more dangerous practice than 
moving with the crowd. It is not easy 
to enter selling orders when everyone 
is exuding optimism. Likewise, it is dif- 
risk 


everyone is pessimistic. 


ficult to hard-earned cash when 


But to move 
blindly with the masses is a short cut to 
financial trouble. 

When it comes to viewing psycholog- 
ical conditions within the market itself, 
growth situations bring into bold relief 
the importance of the public’s attitude. 
Compare a leading, if anonymous, trans- 
continental railroad with a comparable 
airline—the former earned $15.46 last 
year, the latter only $2.80. The former 
paid $2.00 in dividends, the latter only 
one-quarter of this. Yet the airline stock 
price has passed the railroad on the 
upside. 

A prominent airplane manufacturer 
earned $17.54 in 1943. The stock paid 
$3.00 in dividends. It sells around 20. A 
growth situation in the moving picture 
industry, on the other hand, reported 
only $1.22, paid but 50 cents in divi- 
dends. Surprisingly, then, the moving 
picture issue, with one-fourteenth the 
earnings and one-fourth the dividend, 
is selling three points higher than the 
airplane manufacturer! 


Countless comparisons may be made. 





They all lead to certain inescapable con- 
clusions. Growth, or “romance” situa- 
tions, cannot be measured by any par- 


Most 


text books emphasize book value, f- 


ticular price-to-earnings — ratios. 
nancial position, dividends, etc. Often 
these factors pale into insignificance if 
the public becomes convinced that the 
company is on the road to materially 
better times. 

It is essential to recognize that where 
a stock’s price is predicated upon psy- 
chological factors, constant diligence 
must be directed toward the considera- 
tions that are producing such a condi- 
tion. Shares never are so high that they 
cannot go higher; never so low they 
cannot decline to a point where they 
are valueless. If some unforeseen con- 
tingency suddenly transforms a growth 
issue into an average situation, the at- 


tendant risks inherent are obvious. 
Low-Priced Issues 


This lack of emphasis on earnings or 
intrinsic worth is also applicable to low- 
priced issues. Where a stock has been 
unable to report any particular results 
but enjoys reasonable prospects, there 
cannot be any definite measure of its 
value. But where there are earnings and 
dividends, a measuring rod exists, Un- 
der present conditions wealthy individ- 
uals can gain more by capital apprecia- 
tion than by dividends. Thus, the ten- 
dency to buy blocks of low-priced issues 
for long-term holding has been accentu- 
ated. Thus, percentage rises of closely 
selected stocks sometimes occur which 
exceed optimistic expectations. 

Results generally speak for them- 
selves. This is the true test of manage- 
ment. But where there are changes in 
corporate executives, mergers, etc., these 
developments take time to reflect them- 
selves. In the interim, the market will 
be discounting the expected improve- 
ment. The ability and caliber of corpor- 
much to do with 


ate executives has 


determining stock prices. This factor 





likewise dehes statistical measure. Only 
recently an issue advanced 100 per cent 
in a matter of weeks because of the 
election of a new president. 

Where a company has some blemish 
on its record—a past receivership, say— 
the market generally will refuse to ap- 
praise the stock liberally, despite good 
earnings or a high dividend rate. This 
is often true even when there has been 
a fundamental change in the company’s 
affairs. This psychological reproach fre- 
quently has a habit of persisting over 


an extended period of time. 
Features” to Be Seen 


Generally there are “features” mar- 
ketwise. During one bull period it may 
be second-grade rail bonds; another, 
air transportation companies; another, 
chemicals, etc. Styles change. It usually 
pays to consider the currently promi- 
nent groups of securities. There must 
be a definite reason for their strength. 
Marketability is an important element. 

It is the individual who makes the 
market. Thus his actions and reactions 
must be viewed. The entire gamut of 
human emotions—fear, greed, wishful 
thinking, pride, caution, — influences 
prices. Objective action is essential to 
continued market success. 

No matter what a company is earning 
or paying in dividends, any one of 
countless individual characteristics, pro- 
duced by indeterminable forces, can 
alter the price level. 

To steel one’s mind against the im- 
pact of fluctuation, after decisions have 
been made, is essential. 

A knowledge of certain market char- 
acteristics simplifies a proper psycholog- 
ical approach. It must be appreciated 
that the securities list never moves in 
one direction all the time. Corrections, 
taking the form of setbacks or consoli- 
dation periods, are inevitable. Stocks, as 
a general rule, do not advance quickly. 
Being right too soon often is the same 


as being wrong. 
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ACF-BRILL 


MOTORS COMPANY 
1,242,422 SHARES 


Common Stock 


PAR 82.50 


Ticker Symbol: 
BBR 


F get one MOTORS = COM- 
PANY (formerly The Brill Cor- 
poration) resulted from the recently 
consummated merger of American Car 
and Foundry Motors Company with 
The Brill Corporation. The com- 
pany’s operating subsidiaries, which are 
wholly-owned, are The J. G. Brill Com- 
pany, The A.C.F. Motors Company 
and Hall-Scott Motor Car Company. 
Through its subsidiaries the Company 
serves the transit and intercity bus in- 
dustries with buses, trolley coaches and 
street Cars. 


The consolidation of these activities 



















is the outcome of a series of develop- 
ments beginning in the middle 1920's. 
At that time American Car and Foun- 
dry Company foresaw the possibilities 
of intercity highway transportation as 
a supplement to the activities of the 
railroads. The J. G. Brill Company, 
principal American manufacturer of 
city transit equipment, likewise felt 
that the motor bus would become an 
important factor in the local or city 
transportation field. 

Joint steps were taken that resulted 
in the formation of The Brill Corpora- 
tion which acquired control of The 
J. G. Brill Company and American Car 
and Foundry Motors Company, manu- 


facturer and distributor of buses. This 























































latter company owned the Hall-Scott 
Motor Car Company, manufacturer of 
the well known Hall-Scott engines. 
John G. Brill and his son commenced 
the manufacture of horsecars for carry- 
ing passengers in cities, in Philadelphia 
in 1869, With the advent of the clec- 
The J. G. Brill Company 


took the lead in the design of electric 


tric motor, 


cars and their trucks. Cars and car 
trucks bearing the Brill trademark 

operated in almost every large city 
throughout the world. The J. G. Brill 
Company pioneered the development of 
the trackless trolley, or trolley coach, 
and is at the present time the largest 


manufacturer of these vehicles. 


Bus Develoher 






American Car and Foundry Motors 
Company, formed in 1925, pioneered 
in the development of efficient city and 
inter-city buses which were powered 
by the Hall-Scott engine. 

In 1931 and 1932 in the midst of the 
depression, horizontal engines suitable 
for mounting under the bus floor wer« 
developed by Hall-Scott. This, together 
with the principle of integral (chassis- 
less) body construction, laid the foun 
dation for the general principles of de 
sign which are still being followed. 
The 


demand for street cars having 








Power plants for Naval use 








diminished by 1932, the manufacturing 
facilities of The J. G. Brill Company 
began to be utilized for the manufac 
ture and assembly of buses and trolley 
coaches. 

In addition, A.C.F. motor buses have 
been specially developed for the long 
haul or intercity field. The use of the 
Hall-Scoutt horizontal engine mounted 
under the floor and between the axles 
made possible an efficient use of floor 
smaice for passengers and baggage ac 
commodation. 

These brief descriptive items indicate 
that the company produces a variety of 
equipment, applicable both to urban 
and inter-city transportation. Thus, the 
foundation for replacement of older ve- 
hicles and for expansion of transporta- 
tion lines throughout the nation has 
been strengthened for the demands of 
peace time. 

Prepared for Peace 

During the war period Hall-Scott 
has been engaged in building marine 
engines for the Allied navies; and The 
J. G. Brill Company, while furnishing 
the transit and intercity bus industries 
with much needed replacement parts, 
has been chiefly engaged in the manu 
facure of war time products, principally 
75 mm. pack howitzer carriages, trail 
ers for the Army, ship sections and ai 
cralt parts for the Navy. Both Com 
panies, however, are already engaged in 
developments for the postwar period. 

The building of 1000 buses and 175 
trolley coaches during 1945 has been 
authorized by the War Production 
Board. The J. G. Brill Company has a 
substantial backlog of orders for buses 
and trolley coaches. 

The company’s general offices are lo 
cated at 30 Church Street, New York 
Citv, and the manufacturing plant of 


its subsidiary, The J. G. Brill Com 


e . 1 
pany, is situated at 62nd Street and 


Woodland Avenue, Philadelphia. This 


plant covers an area of approximately 


25 acres. 


McQuay- Norris 
Manufacturing Co. 
343.047 Shares 


Common Stock, vprxn SEO 
Ticker Svmbol: MFG 


HE company, organized in present 

form on April 6, 1923, is the suc 
cessor to a concern under the same 
name which dates back to 1g1o. It is en- 
gaged principally in the manufacture 
and sale of engine parts for automo- 
biles, trucks, tractors and aircraft; also 
chassis parts for automotive vehicles. 

Certain items not manufactured but 
sold, are purchased from others for re 
sale, principally for replacement use, 
and include valve springs, tie rod sock 
ects and rods, drag link assemblies and 
wheel suspension parts. The company 
esumates that approximately 6 per cent 
of consolidated net sales for 1943 con 
sisted of items bought from other con 
cerns for resale. 

Although the bulk of McQuay-Norris 
products are presently being absorbed 
in the war effort, the company esti- 
mates that approximately 42 per cent of 
its consolidated net sales for 1943 con- 
stituted deliveries to private distribu- 
tors and jobbers for replacement use. 
Plant capacity has been — increased 
largely since 1941, partly on lease from 
the Defense Plant Corporation and in 
part on loan from certain concerns for 
which the company acts as a sub- 
contractor, 

Looking ahead to peace-time, certain 
products not previously manufactured 
have been added, notably in aluminum, 
magnesium and brass lines. Four plants 
are operated in the Connersville, In- 
diana, area, 2 in St. Louis, Missouri, 
and 1 each in Indianapolis and Toronto, 
Warehouses are maintained at various 


distributing points. 


Sales and profits after taxes of the 


last 4 years were as follows: 


Net Net 

Sales Income 
1940.....-.... § 6,440,127 $492,371 
EOE oie cceormaee's 9,406,506 534,455 
BAe es scis sisi ke 11,563,790 609,959 
ee 15,991,971 O1 3,722 


As part of the company’s Govern 
ment business is handled on a cost-plus- 
fixed-fee contract basis, the foregoing 
table does not include the sales made 
under this agreement, although income 
after taxes reflects receipts from this 
source. 

Since its incorporation in 1923, the 
company has paid cash dividends in 
varying amounts each year, except in 
1925 and 1926. Stock dividends were 
paid in 1929 and 1930. Dividends are 


currently at the rate of $1 a year. 


Progress of New 
Finan cing 


(continued from inside cover page) 
corporation bonds was a feature of f- 
nance; it has been continued into the 
present, acting to reduce heavily the 
amount of securities available for in- 
vestment. At the same time, funds avail 
able for investment have expanded 
enormously. 

Reports of the banks indicate that 
the nation’s cash, comprising both de- 
mand deposits and money in circula- 
tvion, has increased about $30,000,000,000 
since 1939. The effect of huge Govern- 
ment war financing has been seen in 
the enlarged deposits; war wages and 
general business expansion have aided 
in swelling the amount of circulating 
money. These items are, to a degree, 
artificial, a product of war conditions. 
Nevertheless, the financial community 
is in agreement that vast supplies of 
investable funds are extant, a great part 
of them seeking opportunity for em- 


ployment in securities. 














NEW LISTING 


THE EMERSON 

ELECTRIC 

MANUFACTURING 
COMPANY 


417,120 Shares 


Common Stock, par 84 


Ticker Symbol: EMR 


HE 54-year progress of The Emer- 

son Electric Manufacturing Com- 
pany, St. Louis, Missouri, parallels to 
an interesting degree the development 
of electric motor-driven devices in the 
United States. 

Around the turn of the century, Emer- 
son-Electric pioneered such now com- 
monplace household appliances as elec- 
tric motors for sewing machines, fur- 
nace blowers, hair dryers and pianos. 
At the start of the second World War, 
the Company held an important posi- 
tion as one of the leading independent 
suppliers of fractional horsepower mo- 
tors for refrigerators, washing machines, 
cream separators, air conditioners, oil 
burners, linotypes and record players 
made by such manufacturers as Norge, 
Kelvinator, International Harvester, 


Carrier, Otis Elevator, Mergenthaler 


Linotype, Wurlitzer and many others. 


Emerson Electric has for many years 


been one of America’s largest manufac- 


























. “ i: 
Assembly ling 


for Motors 
turers of desk, ventilating and exhaust 
fans for domestic, commercial, indus 
trial and marine markets. 

Emerson Electric’s contribution to 
victory of the United Nations is closely 
associated with the introduction, de- 
velopment and perfection of the power- 
operated gun turret for bombers. So 
much did this — offensive-defensive 
weapon contribute to the effectiveness 
of the Flying Fortresses that in Sep- 
tember, 1942, after the first major day- 
light sweeps over Europe, Winston 
Churchill described the achievement of 
these planes as opening up “new possi- 


bilities of air warfare.” 
Gun Turrets 


To study the gun turret needs of the 
U.S. Army and Navy, based on the ex- 
perience of the R.A.F., W. Stuart Sym- 
ington, President of Emerson Electric, 


flew to England for first-hand consulta- 


tions, and even before Pearl Harbor, 
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orders for gun turrets amounting to 
$28,000,000 had been booked. (War pro- 
duction at Emerson Electric has grown 
to the point where it is currently pro- 
ceeding at the rate of more than $100, 
000,000 annually.) 

An Emerson Electric achievement is 
the new nose turret for the B-24 Libera- 


tor bomber, 





Small Motors 


Emerson Electric’s “know how” in 


the field of small electric motors was 
also converted to War uses through the 
development and manufacture of elec- 
tric motors for hydraulic units, fuel 
pumps, communicating systems and 
other aircraft needs designed to meet 
the growing demands of combat ser 
vice. The ultra-modern hermetic motor 
plant completed before the outbreak of 
War was turned to the manufacture of 
shell parts for the Army Ordnance De- 
partment. It is now, however, poised 
for the resumption of “sealed motor” 
production for home refrigerators and 
deep freeze units as soon as materials 
are released for civilian use. 

The pioneering “art” of gun turrets 
on which the company has concentrated 
much of its production effort during 
the War period has given “Emerson 
Electric a wealth of new experience in 
manufacturing techniques. The pre 
cision building of turrets provides to an 


(continued on page 15) 











Three Ingredients of Reasoned 
Investment in Securities 


(continued from page 9) 


tion of growth makes for preservation 
of capital if only for the interim period. 
But even if true, maintenance of prin- 
cipal without increment for a period 
of time is a negative result and has been 
frowned upon in investment circles 
since Biblical days, as witness the par- 


the talents 


able of servants and the 
which were intrusted to them in their 
master’s absence. 

Enhancement in intrinsic value over 
a period of time should be one of the 
primary objectives of any investor, for 
it is through capital appreciation that he 
additional income when 


must secure 


economic conditions prescribe a low 
rate of dividend return in relation to 
market value. 

Management is important for upon 
this factor depends growth, ability to 
withstand adversity, foresight, and the 
realization of income to the investor. 
Psychology might be applicable in this 
instance to attempt to rationalize the 
actions and position of some corporate 
managements but because a given man- 
agement is brilliant does not always 
mean that this factor alone is a perma- 
nent asset. There are instances where 
such brilliance is confined to the im- 
mediate top executive while the under- 
lings are practically robots, employed 
to carry out the brilliant conceptions of 
the master mind. This constitutes the 
well-known and dangerous—from the 
viewpoint of the long term investor- 


“one-man” concern, 


Valuable Intangible 5 


Then, on the reverse side, there are 
companies which have a good product, a 
secure trade position and a strong fi 
nancial but the 


status, management 


mav be unable to capitalize on its posi- 
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tion or be insensible to public opinion 
to the detriment of the company’s long 
term business. It is up to the analyst to 
recognize and evaluate these relatively 
intangible factors in giving them their 
proper weight toward forming his con- 
clusions. 

The balance sheet is most illuminat- 
ing to the investment analyst, particu- 
larly in its relationship to the income 
account. Many tomes have been writ- 
ten on the subject of analysis of finan- 
cial statements but considerable flexi- 
bility is required for the proper 
interpretation of the figures portrayed. 
The balance sheet and income account 
will reveal how well sales policies are 
functioning; how diligent the credit 
department is in its collections; the posi- 
tion of inventories; and how the finan- 
cial health of the business is progress- 
ing over a period of time. 

It must not be inferred that the bal- 
ance sheet represents the actual values. 
Many other factors must be taken into 
consideration. In the case of one of the 
largest of the investment oil companies 
the actual values are much greater than 
those reflected in the balance sheet. 
Actual probable and possible reserves 
may be found to be much greater than 
at first supposed at the time of purchase 
of a lease or a field. An increase in 
the per barrel price of oil may add 
many millions to the value of the prop- 
erty without such a change being re- 
flected in the balance sheet since it 
would be usual to reflect these prop- 
erties at cost. Similarly underground 
reserves of oil may not be up to ex- 
pectations or the price of oil may drop 
considerably, resulting in at least a 
temporary over-statement of values as 


reflected in the balance sheet. 


In extractive industries there are high- 
cost producers as well as low-cost pro- 
ducers. Highest cost producers operate 
profitably only at particular price levels. 
Any reduction in price would cause 
them to go out of business. This is true 
of a number of companies in the ex- 
tractive industries where the demands 
of wartime economy have raised the 
prices sufficiently to bring them into 
production, if only temporarily until 
the war is over. 

It is up to the analyst to inform him- 
self and the investor with respect to 
relative facts which may be apparent 
from the figures offered in the financial 
statements and to interpret them in the 
light of their meaning in relation to the 


many factors surrounding them. 
Investor Expectations 


The comparative earnings statement 
discloses growth, the ability of man- 
agement to cope with economic condi- 
tions as they may arise, and what the 
investor may expect in the way of 
future income and accrued value to his 
investment. 

Early in a company’s history net in- 
come available to the equity owner may 
not have a‘too great bearing upon his 
security's value. But then early in a 
company’s history its shares are rarely 
an investment but are rather a specula- 
tion. Later on, however, when the 
shares aspire to investment considera- 
tion, a statement of earnings showing 
a better than average performance over 
a period of time should be one of the 
most important guide posts in the ap- 
praisal of future prospects for earnings 
and, indeed, continued corporate exis- 
tence. 

The dividend record is historical evi- 
dence of a company’s ability or inability 
to earn an income on its invested capital. 
But its major purpose in investment 
analysis is to give the investor some idea 
of what return he may expect on his 


(continued on page 15) 
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“\” Year—If Taxes 

Decline Largely and 
Income Drops? 
(continued from page 6) 


after taxes of $800,452,000 for the group 
would be 27.3 per cent larger than in 
1930, a year of moderate taxes and con- 
siderably lower wage scales that “X”- 
year is expected to present .. . also a 
year of smaller gross than could be 
looked for in the third year after the 
war. Lighter taxes than in 1943, with a 
decline of 10 per cent in corporate in- 
comes before taxes, would put “X”- 
years net after taxes 28.5 per cent higher 
than it was for the cited corporations in 
the heavily taxed year of 1943. 

Room for challenge might easily be 
found in case of particular companies 
of the table, due to distortions of 1943 
business caused by the extraordinary 
war orders. For example, Douglas Air- 
craft’s production was centered in 1943 
almost exclusively on the manufacture 
of planes for the army and navy. If 
peace-time, in its third year, should 
witness anything like the aircraft orders 
of 1943, the world of business would be 
astounded; so “X”-year’s projected net 
after taxes for this concern could be 
considered as out of line with a coldly- 
reasoned estimate. 

Contra, American Can’s 1943 income 
before taxes (compared with the same 
item in 1936) suggests that the com- 
pany’s war business, as respects both 
volume and profits, has not been as 
hefty as the business of other compa- 
nies in the war facilities area; so a pro- 
jection by formula of net after taxes in 
“X”-year looks unduly small, consid- 
ering the position of this concern in the 
normal, peace-time field. 

(The naming of individual corpora- 
tions in the accompanying table ts solely 
for the purpose of illustrating the ar- 
ticle’s theme, with no suggestions 1m- 
plied as to the purchase or sale of 
securities.) 


° 
Three Ingredients 
(continued from page 14) 
capital under all economic conditions. 
There are frequently found instances 
when the dividends paid in any one 
year may exceed the reported earnings 
in that year. This might indicate that 
the management had sufficient foresight 
to lay away a surplus for just such an 
occasion and it would also serve to indi- 
cate that the stockholders were receiving 
sympathetic consideration from their 
directorate and management. That such 
a practice is not always detrimental to 
the financial position of the company 
is indicated by our major telephone 
company which has done just that thing 
on numerous occasions. Our largest oil 
company is another subscriber to the 
principal that its stockholders should 
continually receive some tangible con- 
sideration for their investment confi- 

dence. 

In considering the relative market 
value of shares, intangibles such as 
management, trade position and eco- 
nomic outlook must be weighed in the 
light of the financial statements and 
other available data in order that ap- 
propriate judgment may be reached 
with respect to intrinsic value both pres- 


ent and future of any security. 


Interpretation 


of Rail Net Decline 


(continued from page 4) 
roads still to show fixed charges com- 
fortably covered and even good per 
share earnings’ results on the equities. 
Use of the carryback provision of the 
excess profits tax may last for as long, 
possibly, as six months, while indus- 
trial conversion from war production to 
peace activity takes place, following 
which there should result the expected 
large peace traffic, with probable elimi- 
nation then of the Excess Profits Tax 
and its accompanying heavy drain 


upon earnings. 


—NEW LISTING— 


Emerson 
° 

Electric Manufactur- 

e » 

ing Company 

(continued from page 13) 
extensive degree a “post-graduate 
course” in aircraft engineering, aero- 
dynamics, electronics and the handling 
of magnesium, aluminum, plastics and 
other materials which are destined to 
play an important part in America’s 
peacetime prosperity. This broad knowl- 
edge of the “materials of the future” 
will enable Emerson Electric to swing 
rapidly into the making of additional 
peace-time products—its own and those 
it plans to make for other manufactur- 
ers who see in Emerson Electric’s ex- 
perience, organization and facilities, as- 
sistance toward their own reconversion 


objectives. 
Growth Planned 


The company is taking steps to in- 
crease the scope of its operations 
through the gradual development and 
acquisition of new products to be sold 
not only through its regular channels 
of distribution in new fields as well as 
older ones. 

Since the installation of the present 
management in October, 1938, net in- 
come after taxes has risen from $18,000 
in 1939 to $899,000 in 1943. Earned sur- 
plus which amounted to $585,000 for 
the fiscal year 1938, stood at $1,947,- 
887 for 1943. Of this surplus, $579,544 
has been set aside for the eventual re- 
tirement of the preferred stock. Work- 
ing capital has increased from $1. 
740,000 at the close of the fiscal year 
1935 to $3,278,000 reported for the end 


of the year 1943. 





A Timely Reminder 
The verse on the back cover of thts 
issue is reprinted through the courtesy of 


Kelly-Read & Co., Inc. of Rochester, N.Y. 
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Letters to the editor, in whole or in part, are presented here as a contribution to current 


discussion of investment, economic and general financial subjects of public interest. 


BROOKLYN, N. Y. 


A copy of the July issue of your publica 
tion was forwarded to us the other day 
with the thought that we would be inter- 
ested in the article by Mr. Baty which ap- 
pears therein. Believing that the subject 
matter of this article is very timely and 
that it is exceptionally thought provoking, 
we would like to bring it to the attention 
of our Trustees. We shall, therefore, very 
much appreciate it if you would send 11 
copies of this issue to us. 

Cow. &.. 
{uditor. 

POUGHKEEPSIE, N. Y. 

It happened that soon after I had read 
M. R. Baty’s article in the magazine’s July 
issue, suggesting the employment of sav- 
ings by investing same in high-grade com 
mon stocks, | was present when the mail 
carrier delivered a letter to an elderly wo- 
man neighbor of mine. She said, “This is 
my regular Corporation dividend. 
For 10 years—no it must be all of 15 years 

it has always come this month on the 
same day of the month.” Conversation de- 
veloped the fact that she did not know the 
current price of the stock—she seemed not 
to be interested in it, only in the income 
such an attitude be 


But would 


that of the vast majority of persons who 


from it. 


might make “venture capital investments” 
in common stocks? Wouldn’t the majority, 
rather, watch price changes and be consid 
erably disturbed by downward fluctuations, 
however sound their investment might be 
think the answer 


as respects income? | 
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would be in the afhrmative—investment in 
stocks, with an easy mind to follow such 
an investment of savings, is still, in my 
opinion, a matter requiring much _ public 
education before it could become wide- 
spread, as it has seemed to be in England 
for several generations. Education would 
need to emphasize the fact that a great 
many long-established common stocks do, 
indeed, warrant an investment status so 
far as the production of income goes. The 
thought that such securities are specula- 
tions is too deeply rooted to be removed 
easily. 


W.. EF. FH 


EAST ORANGE, N. J. 


Stock prices have no stamina. Under 
favoring influences, they rise a little way, 
and then with the influences the same, 
only more so as a man might put it upon 
viewing the good war news, they go down 
again. This up-hill and down-hill course is, 
to say it mildly, disheartening to investors 
who want to make use of their venture 
capital, of which your 


magazine says 


much. What's the use of a trader 
venturing if he can’t make a dollar now 
and then? Especially when income taxes, 
higher than his shoulder, have to be 
climbed over in order to grab part of the 


dollar if it is made. 


, me 
NEW YORK CITY 
A statistician, market-letter writer, 
or some other apt description of my func 


tions, would apply to me. With this gen- 


eral introduction, I would like to commend 


THE 


high-grade common 


Excuance for its designation of 


stocks as “invest- 


ments,’ as it does on occasion. In the 
opinion I have long held, closely selected 
equities can be rated as investments if any- 
thing can be. True, their prices fluctuate. 
True, they are sensitive to business changes. 
But, by and large, the possession of large 
assets, good management, a lengthy divi- 
dend history, warrants the title of invest- 
ment for the stock of an old-established 
company. 
be found in the Stock Exchange list whose 


. . Many such companies can 


shares ceased to be solely speculations 
years ago. 


cs. B. 


BOSTON, MASS. 


Huge Government financing and_bor- 
rowings on short-dated notes act, of course, 
to distort the bank deposit account from 
what it might be at this time were there 
no war going on. But one is moved to 
amazement, just the same, to find that out- 
standing cash in this country (demand de- 
posits and money in circulation) is cur- 
rently nearly $38,000,000,000 greater than 
in 1929 


is explosive material of the first grade, 


. when a boom was on. Here 


either to promote a stock market bulge or 
to pay for an enormous amount of mer- 
chandise. The fact that the stock market 
has not been precipitated into speculative 
excesses while these “loose” resources were 
growing these last 2 years speaks well, as 
I view it, for the feet-on-the-ground posi 
tion of the American people. 
a iS 





Monthly Statistics 


NEW YORK STOCK EXCHANGE 





1944 





JUNE 





MONTH END DATA 
Snares Tse ck ke Ow (Mil.) 1,497 


1,493 
Share Issues Listed . . . « » « « » » QNe)} 1,241 


1,242 1,243 1,235 
Par Value of Bonds Listed . . . . . . (Mil. S) 101,559 95.729 93,272 80,879 
Bond Issues Listed . . . ~ » x @ w Ge 1,065 1,057 1,065 He 
Total Stock and/or Bond Ileus... . (No.) 1,180 1.185 1,189 1,194 
Market Value of Listed Shares . . . . . (Mil. S) || 52,488 53,068 50,964 17.578 
Market Value of Listed Bonds . . . . . (Mil. $) 102,285 96,235 93,849 
Market Value of All Listed Securities. . . (Mil. S$) 154,773 149,303 144,813 
Flat Average Price—All Share Issues . . . (S) 48.55 18.80 17.41 
Shares: Market Value - Shares Listed . . (S$) 35.07 35.55 34.14 
Bonds: Market Value -- Par Value. . . (S) 100.71 100.53 100.62 
Stock Price Index (12/31/24=100). . . (%) 69.2 70.2 67.4 
Shares in Short Interest** . . . . . . = . (Thou) : 1,288 1,181 
Member Borrowings on U. S. Gov't Issues . (Mil. $) 346 188 
Member Borrowings on Other Collateral . (Mil. $) 518 467 
Per cent of Market Value of Listed Shares} (“) | ’ 0.98 0.92 
Member Borrowings—Total . . . . . . (Mil. S$) 864 655 
N. Y. S. E. Members’ Branch Offices . . . (No.) 790 785 
Total Non-Member Correspondent Offices . (No.) | 2,313 2,314 


DATA FOR FULL MONTH 

Reported Share Volume . . . . . . . (Thou) 28.220 2 17.228 
Daily Average (Incl. Saturdays). . . . (Thou.) 1,129 45 663 
Daily Average (Excl. Saturdays) » »« « (Binou:) 1.261 
Ratio to Listed Shares . . . . . . . (%) 1.89 
Total Share Volume (Incl. Odd Lots)* . . (Thou.) {0.013 
Money Value of Total Share Sales* . . . (Thou.S) || 898.449 
Reported Bond Volume (Par Value). . . (Thou.S) || 193,748 243.784 213.749 275,338 
Daily Average (Incl. Saturdays). . . . (Thou.S) 7,750 9.376 
Daily Average (Excl. Saturdays). . Chou: $) 8.682 
Ratio to Par Value of Listed Bonds. . . (%) .196 
Total Bond Value (Par Value)* . . . . (Thou.S) 243,004 
Money Value of Total Bond Sales* . . . (Thou. S) 158,655 
N.Y.S.E. Memberships Transferred. . . (No) 


1,012 
723 1,133 
LS 1.79 

21,247 32,136 


997,787 $77,719 782.864 


-_ 
* 


a he stat 


come 


8,221 10,590 
10,259 9.033 11,739 
.258 poet 340 
267,881 218.886 298,556 
169,220 153,442 157,731 
1 7 1 3 


Average Price . . a - £ ee mn oe S (S) 60,000 55.667 nominal 10,000 











Items are as of ledgers which normally reflect transactions up to the close of the second full preceding 


business day. 
Ratios of member borrowings on other collateral to market value of listed shares. 


This ratio figure is not compar- 
able to the ratios published prior to May 1943. To obtain ratios comparable to those previously published, the total 


member borrowings should be divided by the market value of all listed shares. 
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The power to choose the work we do, 
To grow and have the larger view, 

To know and feel that we are free, 
To stand erect, not bow the knee. 
To be no chattel of the State, 

To be the master of our fate, 

To dare, to risk, to lose, to win, 

To make our own career begin. 

To serve the world in our own way, 
To gain in wisdom, day by day. 
With hope and zest to climb, to rise; 
That is PRIVATE ENTERPRISE. 


lling today the purchase of 
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MORE WAR BONDS 








